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INDEPENDENT AUDITORS REPORT

August 19, 2005

Board of Directors
St. Louis Housing Commission
St. Louis, Michigan

We have audited the accompanying financial statements of the business-type activities and each
major fund of the St. Louis Housing Commission, as of and for the year ended June 30, 2005,
which collectively comprise the Commission’s basic financial statements as listed in the table of
contents. These financial statements are the responsibility of the Housing Commission’s
management. Our responsibility is to express opinions on these financial statements based on
our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financia statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosuresin the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that
our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in al materia respects,
the respective financial position of the business-type activities and each major fund of St. Louis
Housing Commission, as of June 30, 2005, and the respective changes in financial position and
cash flows for the year then ended in conformity with accounting principles generally accepted
in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated
August 19, 2005 on our consideration of the St. Louis Housing Commission’s internal control
over financial reporting and on our tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements and other matters. The purpose of that report is to
describe the scope of our testing of internal control over financial reporting and compliance and
the results of that testing, and not to provide an opinion on the internal control over financia
reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards and should be considered in assessing the results of our
audit.

5800 Gratiot = Suite 201 = P.O. Box 2025 = Saginaw, M1 48605 = 989.799.9580 = Fax 989.799.0227 = www.rehmann.com
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The Management’ s Discussion and Analysis listed in the table of contents on pages 3-8 is not
arequired part of the basic financial statements but is supplementary information required by
the Governmental Accounting Standards Board. We have applied certain limited procedures,
which consisted principally of inquiries of management regarding the methods of
measurement and presentation of the supplementary information. However, we did not audit
the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise St. Louis Housing Commission’s basic financial statements. The
financia data schedules are presented for purposes of additional analysis and are not a
required part of the basic financial statements. The accompanying schedule of expenditures
of federal awards is presented for purposes of additional analysis as required by U.S. Office
and Management and Budget Circular A-133, Audits of State, Local Governments, and Non-
Profit Organization, and is also not a required part of the financial statements of the
Commission. Such information has been subjected to the auditing procedures applied in the
audit of the basic financial statements and, in our opinion, are fairly presented in all material
respectsin relation to the basic financial statements taken as a whole.

Koo felo:



MANAGEMENT’S DISCUSSION AND ANALYSIS



Management’s Discussion and Analysis

The management discussion and analysis of the St. Louis Housing Commission’s
financial statements including a narrative overview and discussion of the financial
activities of the Housing Commission for the year ending June 30, 2005. Since the
MD&A is designed to present basic financial in a narrative, executive summary format,
the reader is encouraged to consider the information presented here in conjunction with
the Housing Commission’ s audited financial statements.

Financial Highlights

 Assets exceed liabilities at the close of the most recent fiscal year by $1,835,164
(net assets). Of this amount, $411,984 may be used to meet the Housing
Commission’s continuing obligations.

o Capital Assets increased $114,942 without the implication of accumulated
depreciation

* Housing Commission revenues increased by $29,931 excluding Capital Funds
dollars

» The collective effect on operating expense of 2004 vs. 2005 was only a .2%
decrease

* Total revenuesincreased by $115,768 due to greater capital fund activity

St. LouisHousing Commission’s Statement of Net Assets

Business-type Activities

2004 2005

Current and other assets $ 480,273 $ 489,847
Capital assets 1,470,174 1,423,180
Total assets 1,950,447 1,913,027
Accounts payable and accrued expenses 71,948 62,428
Non-current liabilities - 15,435
Tota liabilities 71,948 77,863
Net assets.

Invested in capital assets 1,470,174 1,423,180
Unrestricted 408,325 411,984
Total net assets $1,878,499 $1,835,164




Major Factors affecting the statement of Net Assets

Total Assets for FYE 2005 are $1,913,027 and at FY E 2004 the amount was $1,950,447.
This represents a decrease of $37,420 for which the mgjor reason was the addition to
accumul ated depreciation from $2,815,693 in 2004 to $2,977,628 for 2005.

Net Assets declined by $22,291 from 2004 to 2005 with the reason being accumulated
depreciation. The positive note from the decline was the increase of unrestricted net
assets by $24,703, which is primarily net assets in the proprietary funds.

St. LouisHousing Commission’s Changein Net Assets

Business-type Activities

2004 2005

Revenues:

Public housing rental $ 148,340 $ 148,375
HUD operating subsidy 728,212 739,109
HUD capita fund 12,507 113,682
Other 3,785 3,139
Unrestricted investment earnings - 4,307
Total revenues 892,844 1,008,612
Expenses:

Administration 155,588 161,131
Tenant services 310 511
Utilities 69,093 75,278
Maintenance 129,582 128,392
Housing assistance payments 496,028 490,656
Depreciation 178,306 164,666
Miscellaneous 16,264 23,014
Total expenses 1,045,171 1,043,648
Changein net assets (152,327) (35,036)
Net assets, beginning of year 2,030,826 1,870,200
Net assets, end of year $1,878,499  $1,835,164

The major impact to revenues for 2005 was the increase in the amount of capital funds
utilized during the year.



Overview of Financial Statements

The MD&A is specifically designed to: 1.) assist the reader in focusing on significant
financial issues; 2.) provide a broad scope overview of the Housing Commission’s
financial activities; 3.) identify and explain changes in the Housing Commission’s
financia position from 2005 to 2004; and 4.) highlight any individual funding source
issues or concerns. This report also contains other supplemental information in addition
to the basic financial statements themselves demonstrating how projects funded by HUD
have been completed

This MD&A is intended to serve as an introduction to the Housing Commission’s basic
financial statements. The Housing Commission is a blended component unit of the City
of St. Louis, engaged in business-type activities. Accordingly, only fund financial
statements are presented as the basic financial statements, comprised of two components:
(a) fund financia statements and (b) a series of notes to the financia statements. These
provide information about the activities of the Housing Commission as a whole and
present a longer-term view of the Housing Commission’ s finances.

Reporting On The Housing Commission As A Whole

One of the most important questions asked about the Commission’s finances are, “Is the
Housing Commission as a whole better off, or worse off, as a result of the achievements
of fiscal year 2005. The Statement of Net Assets and the Statement of Revenues,
Expenses, and Changes in Net Assets report information about the Housing Commission
as a whole and about its activities in a way that helps answer this question. These
statements include all assets and liabilities using the accrual basis of accounting, which is
similar to the accounting used by most private-sector companies. All of the current
year's revenues and expenses are taken into account regardless of when cash is received
or paid.

Fund Financial Statements

All of the funds of the Housing Commission are reported as proprietary funds. A fund is
a grouping of related accounts that is used to maintain control over resources that have
been segregated for specific activities or objectives. The Housing Commission, like other
enterprises operated by state and local governments, uses fund accounting to ensure and
demonstrate compliance with finance-related legal requirements.

The Housing Commission’s financial statements report its net assets and changes in
them. One can think of the Housing Commission’s net assets - the difference between
assets and liabilities - as one way to measure the Commission’s financial health, or
financial position. Over time, increases and decreases in the Authority’s net assets are
one indicator of whether its financial health isimproving or deteriorating. One will need
to consider other non-financial factors, however, such as the changes in the
Commission’s occupancy levels or its legal obligations to HUD, to assess the overall
health of the Housing Commission.



Annual Report Using This

The Housing Commission’s annual report consists of financial statements that show
combined information about the Housing Commission’s most significant funds, the Low
Rent Housing Program, Section 8 Housing Choice Voucher Program and Public Housing
Capital Fund Program.

The Housing Commission auditors provided assurance in their independent auditors
report, located immediately preceding the MD&A, that the basic financial statements are
fairly stated. The auditors provide varying degrees of assurance regarding the other
information included in this report. A user of this report should read the independent
auditors' report carefully to determine the level of assurance provided for each of the
other parts of this report.

Reporting The Housing Commission’s M ost Significant Funds

The Housing Commission’s financia statements provide detailed information about the
most significant funds. Some funds are required to be established by the Department of
Housing and Urban Development (HUD). However, the Housing Commission
establishes other funds to help it control and manage money for particular purposes, or to
show that it is meeting legal responsibilities for using grants and other money.

The Housing Commission’s enterprise funds use the following accounting approach for
Proprietary funds. All of the Housing Commission’s services are reported in enterprise
funds. The focus of proprietary funds is on income measurement, which, together with
the maintenance of net assets, is an important financial indicator. The statements
evaluated include:

» Statement of net Assets — reports the Commission’s current financial resources
(short term spendable resources) with capital assets and long-term debt
obligations.

» Statement of Revenues, Expenses, and Changes in Fund Net Assets reports the
Commission’s operating and non-operating revenues, by major source along
with operating and non-operating expenses.

» Statement of Cash Flows — reports the net change in cash and cash equivalents
during the year, by operating activities, noncapital financing activities, capital
and related financing activities, and investing activities.

The following analysis of the entity wide financial statement is provided to assist the
reader of our financia statements.

The SLHC maintains its books and records utilizing the accrual basis of accounting.
Accrual accounting recognizes revenues and expenses when earned regardless of when
cash isreceived or paid.



The following is a description of the programs and services that the authority provides for
the residents of the St. Louis Housing Commission:

L ow Income Public Housing

The SLHC owns approximately 79 units in two developments in the City of St. Louis.
The 79 units owned by the Commission consist of family units. The Commission is
responsible for the management, maintenance and utilities for all units and sites. On an
annua basis, the Commission submits a request for funding known as the Calculation of
Operating Fund Subsidy. The basic concept of the Calculation of Operating Subsidy is
that the Commission has an allowable Operating Expense Level, Allowable utilities
Expenses Level and Audit Costs that becomes the Commissions Total Allowable
Expenses. HUD will fund the difference between the Total Allowable Expenses and the
amount of rents that the Authority can charge their tenants based upon HUD eligibility
calculation. The funds are utilized to provide safe, affordable, clean housing to the
residents of the City of St. Louis, Michigan.

Section 8 Housing Choice Voucher Program

This grant program provides Housing Assistance Payments to Landlords who participate
in the program. Qualifying tenants to the program have their income analyzed utilizing
HUD’s guidelines and their rent are assessed accordingly. The balance between the
differences of the allowable rent amount set by HUD and the tenant’s contribution is
equal to the Housing Assistance Payment.

Capital Fund Program

This grant program is awarded by HUD on an annual basis. The purposes of thisgrant is
to maintain the physical improvements of the Commission’s sites and the administrative
management to ensure those improvements are completed in the most effective and
efficient manner. The Commission requisitions funds from HUD as the Commission
expends funds.

Economic Factors

The Housing Commission’s primarily dependent upon HUD for the funding of
operations; therefore, the Housing Commission is affected more by Federal budget than
by local economic conditions. The capital budgets for 2006 fiscal year have already been
submitted to HUD for approval and no major changes are expected.

The Capital fund programs are multiple year budgets and have remained relatively stable.
Capital Funds are used for the modernization of public housing properties including
administrative fees involved in the modernization.



Significant economic factors affecting the Commission are as follows:

» Federal funding provided by Congress to the Department of Housing and Urban
Development.

* Local labor supply and demand, which can affect salary and wage rates

* Locd inflationary, recessionary and employment trends, which can affect resident
incomes and therefore the amount of rental

* Income Inflationary pressure on utility rates, supplies and other costs

Requestsfor Information

This financial report is designed to provide a general overview of the Commission’s
finances. Questions concerning any of the information provided in this report or requests
for additional financial information should be addressed to the St. Louis Housing
Commission Executive Director, 308 S. Delaware Street, PO Box 117, Saint Louis,
Michigan 48880.
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ST. LOUISHOUSING COMMISSION
STATEMENT OF NET ASSETS
JUNE 30, 2005

ASSETS
Current assets:
Cash and cash equivalents
Tenant accounts receivable, net
Accounts receivable - HUD Other Projects
Accrued interest
Prepaid items

Total current assets

Capital assets:
Property and equipment, net

Total assets

LIABILITIES
Current
Accounts payable
Accrued compensated absences
Accrued liabilities
Due to other governmental units
Unearned revenue
Tenant security deposits
Non-current
Accrued compensated absences

Total liabilities

NET ASSETS
Invested in capital assets
Unrestricted

Total net assets

The accompanying notes are an integral part of these financial statements

$ 467,988
4,236

5,998

18

11,607

489,847

1,423,180

1,913,027

15,278
15,435
11,512
3,609
1,116
12,995

17,918

77,863

1,423,180
411,984

$ 1,835,164




ST. LOUISHOUSING COMMISSION
STATEMENT OF REVENUES, EXPENSES AND
CHANGESIN NET ASSETS
FOR THE YEAR ENDED JUNE 30, 2005

OPERATING REVENUES
Net tenant rental revenue
HUD capital grants
HUD operating subsidies
Other

Total operating revenues

OPERATING EXPENSES
Administrative
Tenant services
Utilities
Ordinary maintenance and operation
Genera expenses
Extraordinary maintenance
Housing assistance payments
Bad debt expense
Depreciation

Total operating expenses

Operating income (loss)

NON-OPERATING REVENUE (EXPENSE)
Loss on sale of capital assets
Interest income

Total non-operating revenue (expense)

Changein net assets

Net assets, beginning of year, as restated

Net assets, end of year

The accompanying notes are an integral part of these financial statements

-10-

$ 148,375
113,682
739,109

3,139

1,004,305

161,131
511
75,278
123,417
21,064
4,975
490,656
1,726
164,666

1,043,424

(39,119)

(224)
4,307

4,083

(35,036)

1,870,200

$ 1,835,164




ST.LOUISHOUSING COMMISSION

COMBINING STATEMENT OF NET ASSETS
PROPRIETARY FUNDS

ASSETS

Current assets:
Cash and cash equivalents
Tenant accounts receivable, net
Allowance for doubtful accounts
Accounts receivable - HUD Other Projects
Accrued interest
Interprogram receivable
Prepaid expenses

Tota current assets

Capital assets:
Property and equipment, net

Total assets

LIABILITIES
Current
Accounts payable
Accrued compensated absences
Accrued liabilities
Dueto other governmental units
Interprogram payable
Deferred revenue
Tenant security deposits
Non-current
Accrued compensated absences

Total liabilities
NET ASSETS
Invested in capital assets
Unrestricted

Total net assets

The accompanying notes are an integral part of these financial statements

JUNE 30, 2005

Public Housing  Public Housing Housing
Low Rent Capital Fund  Choice Vouchers
Program Program Program Tota

$ 272524 $ - $ 195464 $ 467,988
6,296 - - 6,296
(2,060) - - (2,060)
- 2,165 3,833 5,998
- - 18 18
10,758 - - 10,758
11,607 - - 11,607
299,125 2,165 199,315 500,605
1,306,488 114,894 1,798 1,423,180
1,605,613 117,059 201,113 1,923,785
14,942 - 336 15,278
10,982 - 4,453 15,435
11,512 - - 11,512
3,609 - - 3,609
- 2,165 8,593 10,758
1,116 - - 1,116
12,995 - - 12,995
13,388 - 4,530 17,918
68,544 2,165 17,912 88,621
1,306,488 114,894 1,798 1,423,180
230,581 - 181,403 411,984
$ 1,537,069 $ 114,894 $ 183,201 $ 1,835,164

-11-



ST. LOUISHOUSING COMMISSION
COMBINING STATEMENT OF REVENUES, EXPENSES AND

CHANGESIN NET ASSETS

FOR THE YEAR ENDED JUNE 30, 2005

OPERATING REVENUE
Net tenant rental revenue
HUD capital grants
HUD operating subsidies
Other

Total operating revenue

OPERATING EXPENSES
Administrative
Tenant services
Utilities
Ordinary maintenance and operation
General expenses
Extraordinary maintenance
Housing assistance payments
Bad debt expense
Depreciation

Total operating expense
Operating income (l0ss)
NON-OPERATING REVENUE (EXPENSES)
Loss on sale of capital assets
Interest income
Total non-operating revenue (expenses)
Income (loss) before transfers
TRANSFERS
Transfersin
Transfers out
Net transfers
Change in net assets

Net assets, beginning of year, as restated

Net assets, end of year

Public Housing Public Housing Housing
Low Rent Capital Fund Choice Vouchers
Program Program Program Total

$ 148375 % - 8 - $ 148,375
- 113,682 - 113,682
174,732 9,728 554,649 739,109
2,600 - 539 3,139
325,707 123,410 555,188 1,004,305
89,921 - 71,210 161,131
511 - - 511
75,278 - - 75,278
123,417 - - 123,417
20,329 - 735 21,064
4,975 - - 4,975
- - 490,656 490,656
1,726 - - 1,726
161,749 1,648 1,269 164,666
477,906 1,648 563,870 1,043,424
(152,199) 121,762 (8,682) (39,119)
(224) - - (224)
3,862 - 445 4,307
3,638 - 445 4,083
(148,561) 121,762 (8,237) (35,036)
9,728 - - 9,728
- (9,728) - (9,728)
9,728 (9,728) - -
(138,833) 112,034 (8,237) (35,036)
1,675,902 2,860 191,438 1,870,200
$ 1537069 $ 114894  $ 183,201 $ 1,835,164

The accompanying notes are an integral part of these financial statements

-12-



ST. LOUISHOUSING COMMISSION

COMBINING STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED JUNE 30, 2005

Cash flows from operating activities:
Cash received from customers and others
Cash received from interfund services provided
Cash payments for interfund services used
Cash payments to employees
Cash payments to suppliers for goods and services

Net cash (used in) provided by operating activities

Cash flows from non-capital financing activities:
Transfersin
Transfers out

Net cash provided by (used in) non-capital financing activities

Cash flows used in capital and related financing activities:
Acquisition of capital assets

Cash flows provided by investing activities:
Interest received

Net increase (decrease) in cash and cash equivaents
Cash and cash equivaents, beginning of year
Cash and cash equivaents, end of year

Reconciliation of operating income to net
cash provided by operating activities
Operating income (10ss)

Adjustments to reconcile operating income (loss)
to net cash (used) provided by operating activities:
Depreciation
(Increase) decrease in assets
Accounts receivable
Due from other funds
Prepaid expenses
Increase (decrease) in liabilities
Accounts payable
Accrued liabilities
Due to other funds
Deposits
Unearned revenue

Net cash (used in) provided by operating activities

Public Housing  Public Housing Housing
Low Rent Capital Fund  Choice Vouchers
Program Program Program Tota

$ 327,624 $ 123410 $ 559,653 $ 1,010,687
- - 67,133 67,133
(69,298) - - (69,298)
(91,233) - (78,344) (169,577)
(220,718) - (491,403) (712,121)
(53,625) 123,410 57,039 126,824
9,728 - - 9,728
- (9,728) - (9,728)
9,728 (9,728) - -
(4,215) (113,682) - (117,897)
3,862 - 445 4,307
(44,250) - 57,484 13,234
316,774 - 137,980 454,754
$ 272524 $ - $ 195464 467,988
$ (152199) $ 121,762 $ (8,682) (39,119)
161,749 1,648 1,269 164,666
1,917 (2,165) 4,465 4,217
(10,758) - 58,540 47,782
(549) - - (549)
5,895 - (12) 5,883
(1,312) - (7,134) (8,446)
(58,540) 2,165 8,593 (47,782)
494 - - 494
(322) - - (322)
$ (53625 $ 123410 $ 57,039 126,824

The accompanying notes are an integral part of these financial statements

-13-



ST. LOUISHOUSING COMMISSION

NOTESTO FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNT POLICIES
A. REPORTING ENTITY

The St. Louis Housing Commission (the “Commission”) is a blended component unit of the City of
St. Louis, Michigan (the “City”) as defined by the Governmental Accounting Standards Board's
(GASB) Statement No. 14, The Financial Reporting Entity and Statement of Michigan
Governmental Accounting and Auditing No. 5, which define the reporting of primary government
and component unit activities. The basic criterion for being considered a component unit is the
exercise of financial responsibility over such a unit by a primary government, the appointment of
the units governing board by a primary government, the designation of management by a primary
government, or the ability to exert significant influence on the budget and operations of the unit by
a primary government. As a result of being identified as a component unit, the Commission's
financial records have been included as a blended component unit in the financial statements of the
City of St. Louis.

The Commission reports as a business-type activity, as defined by the Governmental Accounting
Standards Board Statement No. 34, rather than issuing financial statements which focus on the
accountability of individual funds.

These financial statements include all activities of the Commission, which include a Low Income
Housing Program (80 units) and a Housing Choice Vouchers Program with (155 units). These
programs receive subsidies and annua contributions from the Department of Housing and Urban
Development ("HUD")

B. MEASUREMENT FOCUSAND BASISOF ACCOUNTING

The economic resources measurement focus and the accrual basis of accounting are used in
preparing the financial statements. Revenues are recorded when earned and expenses are recorded
when aliability isincurred, regardless of the timing of related cash flows.

Proprietary funds distinguish operating revenues and expenses from nonoperating items.
Operating revenues and expenses generaly result from providing services and producing and
delivering goods in connection with a proprietary fund’'s principal ongoing operations. The
principal operating revenues of the Commission are federal grants and charges to customers for
services. Operating expenses include housing assistance payments, administrative expenses, and
depreciation on capital assets. All revenues and expenses not meeting this definition are reported as
nonoperating revenues and expenses.

The government reports the following major proprietary funds:

The public housing low rent program fund accounts for the revenue and related operations of
the Public and Indian Housing grant program.

The public housing capital fund program fund accounts for the revenue and related purchases
of capital assets of the Public Housing Capital Fund grant program.

-14-



ST. LOUISHOUSING COMMISSION

NOTESTO FINANCIAL STATEMENTS

The housing choice vouchers program fund accounts for the revenue and related operations of
the Section 8 Choice Vouchers grant program.

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989,
generally are followed in the proprietary fund financial statements to the extent that those standards
do not conflict with or contradict guidance of the Governmental Accounting Standards Board.
Governments also have the option of following subsequent private-sector guidance for their
enterprise funds, subject to this same limitation. The Commission has elected not to follow
subsequent private-sector guidance.

When both restricted and unrestricted resources are available for use, it is the Commission’s policy
to use restricted resources first, and then unrestricted resources as they are needed.

C. ASSETSAND LIABILITIES
Cash and Cash Equivalents

For the purpose of the statement of cash flows, the Commission considers all highly liquid
investments with an original maturity of three months or less to be cash equivalents.

Receivables and payables

All receivables and payables are reported at their gross value and, where appropriate, are reduced
by the estimated portion that is expected to be uncollectible.

Activity between the funds that are representative of lending/borrowing arrangements outstanding
a the end of the fiscal year are referred to as either “due to/from other funds’ (i.e., the current
portion of interfund loans).

Due To Other Governmental Units

This account represents the amount due to the City for the payment in lieu of taxes.

Prepaid items

Certain payments made to vendors are for services applicable to future accounting periods and are
recorded as prepaid itemsin both the government-wide and fund financial statements.

Capital Assets

Capital assets, which include property, plant and egquipment, are reported in the financia
statements. Capital assets are defined by the Commission as assets with an initial, individual cost
of more than $500 and an estimated useful life in excess of two years. Such assets are recorded at
historical cost or estimated historical cost if purchased or constructed. Donated capital assets are
recorded at estimated fair market value at the date of donation.

The costs of normal maintenance and repairs that do not add to the value of the asset or materially
extend assets lives are not capitalized.
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ST. LOUISHOUSING COMMISSION

NOTESTO FINANCIAL STATEMENTS

Major outlays for capital assets and improvements are capitalized as projects are constructed.
Interest incurred during the construction phase of capital assets of business-type activities is
included as part of the capitalized value of the assets constructed.

Compensated Absences

The Commission records a liability for compensated absences for any employee with vacation or
sick time which meets the requirements for recording of aliability.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the date of the financia
statements and the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates.

DETAILED NOTESON ALL FUNDS
A. DEPOSITSAND INVESTMENTS

A reconciliation of cash and cash eguivalents as shown in the financial statements to the
Commission’s depositsis as follows:

Totd
Statement of Net Assets Captions:
Cash and cash equivalents $ 467,988
Notes to Financial Statements:
Bank deposits $ 467,988

| nvestment and deposit risk:

Interest Rate Risk. State law limits the alowable investments and the maturities of some of the
allowable investments as identified in the following list of authorized investments. The
Commission’s investment policy does not have specific limits in excess of state law on investment
maturities as a means of managing its exposure to fair value losses arising from increasing interest
rates.

Credit risk. The Commission’s investment policy does not have specific limits in excess of state
law on investment credit risk. The Commission has no investments for which ratings are required.
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ST. LOUISHOUSING COMMISSION

NOTESTO FINANCIAL STATEMENTS

Custodial credit risk deposits. Custodial credit risk isthe risk that in the event of a bank failure, the
Commission’s deposits may not be returned. State law does not require and the Commission does
not have a policy for deposit custodial credit risk. As of year end, $283,032 of the Commission’s
bank balance of $483,032 was exposed to custodial credit risk because it was uninsured and
uncollateralized.

Statutory Authority:

a

g.

Bonds, securities, other obligations and repurchase agreements of the United States, or
an agency or instrumentality of the United States.

Certificates of deposit, savings accounts, deposit accounts or depository receipts of a
qualified financial institution.

Commercia paper rated at the time of purchase within the 2 highest classifications
established by not less than 2 standard rating services and that matures not more than
270 days after the date of purchase.

Bankers acceptances of United States banks.

Obligations of the State of Michigan and its political subdivisions that, at the time of
purchase are rated asinvestment grade by at least one standard rating service.

Mutual funds registered under the Investment Company Act of 1940, limited to mutual
fund securities whose intention is to maintain a net asset value of $1.00 per share.

External investment pools as authorized by Public Act 20 as amended through 12/31/97.

The Commission is authorized to designate depositories for Commission funds, and to determine
that the funds are invested in accordance with State of Michigan statutory authority.

The Commission's deposits are in accordance with statutory authority.
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ST. LOUISHOUSING COMMISSION

NOTESTO FINANCIAL STATEMENTS

B. CAPITAL ASSETS

A summary of capital assetsis asfollows:

Beginning Ending
Balance Additions Disposals Balance
Capital assets, not being
depreciated

Land $ 40,831 $ - $ - $ 40831

Capital assets, being
depreciated

Site improvements 786,592 19,368 - 805,960
Buildings 1,751,038 - - 1,751,038
Building improvements 1,331,906 82,663 - 1,414,569
Nondwelling structures 208,995 525 209,520
Dwelling equipment -
nonexpendable 50,490 4,216 (2,955) 51,751
Furniture and fixtures 116,014 11,125 - 127,139
Total capital assets being
depreciated 4,245,035 117,897 (2,955) 4,359,977
Less accumulated depreciation
Site improvements (700,100) (17,287) - (717,387)
Buildings (938,569) (43,776) - (982,345)
Building improvements (932,383) (83,761) - (1,016,144)
Nondwelling structures (127,569) (6,918) - (134,487)
Dwelling equipment -
nonexpendable (33,712) (4,084) 2,731 (35,065)
Furniture and fixtures (83,360) (8,840) - (92,200)
Total accumulated depreciation (2,815,693) (164,666) 2,731 (2,977,628)
Total capital assets beng
depreciated, net 1,429,342 (46,769) (224) 1,382,349
Net capital assets $ 1,470,173 $ (46,769) $ (229 $1,423,180

C. COMPENSATED ABSENCES

The following is a summary of changes in accrued compensated absences for the year ended June 30,
2005:

Balance Balance Amounts
July 1, June 30, Due Within
2004 Additions Deductions 2005 One Y ear
Accrued compensated absences $29,313 $4,040 - $33,353 $15,435
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OTHER INFORMATION
A. DEFINED BENEFIT PENSION PLAN

Plan Description

The defined benefit pension plan is operated by the Municipal Employees Retirement System
(MERS), which is an agent multiple-employer retirement system. MERS issues a publicly available
financial report that includes financial statements and required supplemental information. That
report may be obtained by writing to the Municipal Employees Retirement System of
Michigan, 1134 Municipal Way, Lansing, M| 48917 or by calling (800) 767-6377.

Funding Palicy

MERS funding policy provides for periodic employer contributions at actuarially determined rates
that, expressed as percentages of annual covered payroll, are designed to accumulate sufficient
assets to pay benefits when due. The Housing Commission has responsibility for making actuarially
determined contributions to the system. Participants may make voluntary contributions, however no
employee contributions are required.

Annual Pension Costs

For the year ended June 30, 2005, the Commission’s annua pension cost of $22,116 for the plan
was equal to the Commission's required and actual contribution. The pension benefit obligation was
determined as part of an actuarial valuation of the plan as of December 31, 2002 using the entry age
normal cost method. The actuarial assumptions include (a) a rate of return on the investment of
present and future assets of 8.0% and, (b) projected salary increases of 4.5% per year compounded
annually, attributable to inflation. The actuarial value of assets was determined using techniques
that smooth the effects of short term volatility over afive year period.

Three-Year Trend I nformation

Fiscal Annual Percentage Net
Year Pension of APC Pension
Ending Cost (APC Contributed Obligation
6/30/03 $14,425 100% $0
6/30/04 20,377 100 0
6/30/05 22,116 100 0

Schedule of Funding Progress

Actuarial Actuarial Actuarial Accrued  Unfunded UAAL asa
Vauation  Value of Liability (AAL) AAL Funded Covered Percentage of
Payrall Assets -Entry Age (UAAL) Ratio Payrall Covered
Date @ (b) (b-a) (alb) (© (b-alc)
12/31/02 $101,906 $272,660 $170,754 37%  $124,111 138%
12/31/03 135,400 313,891 178,491 43 129,733 138%
12/31/04 168,433 360,118 191,685 47 136,193 141%
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B. RISK MANAGEMENT

The Commission is exposed to various risks of losses related to torts; theft of, damage to, and
destruction of assets; errors and omissions; injuries to employees, and natural disasters. The
Commission manages risk through the purchase of commercial insurance.

Liability, automotive, and property - The Commission is a member of the Municipa
Underwriters of Michigan, which is an association organized to purchase commercia insurance for
protection against loss for Michigan cities, counties, townships and special service governments.
The Commission is insured up to the following limits: Liability - $ 1,000,000, automotive
-$1,000,000, property - $5,722,000, subject to deductibles of $0, $100, and $250, respectively. The
Commission is not subject to supplemental premium assessments by the association.

C. CONCENTRATION

The Commission's operations are concentrated in the multifamily real estate market. In addition, the
Commission operates in a heavily regulated environment. The operations of the Commission are
subject to the administrative directives, rules and regulations of federal, state, and local regulatory
agencies, including, but not limited to, HUD. Such administrative directives, rules and regulations
are subject to change by an act of state or federal legislature or an administrative change by HUD.
Such changes may occur with little or inadequate funding to pay for the related costs, including
additional administrative burden, to comply with a change.

D. FEDERAL GRANTS

The Commission has received several federal grants for specific purposes that are subject to review
and audit by the grantor agencies. Although no amounts have been claimed, such audits could lead
to reguests for reimbursement to the grantor agency for expenditures disallowed under the terms of
the grant. The Commission believes such disallowances, if any, will be immaterial.

E. RESTATEMENTS

During the year ended June 30, 2005, a prior period adjustment in the amount of $8,299 was
necessary to properly account for the overstatement of a receivable in the Housing Choice
Vouchers Fund, during the year ended June 30, 2004. The effect on the Housing Choice Vouchers
net assets was as follows:

Net assets, beginning of year,

as previously stated $ 199,737
Prior period adjustments (8,299
Net assets, beginning of year,

as restated $ 191438

* k k * % %

-20-



SUPPLEMENTARY INFORMATION



FDS
Line
Item No.

111
100
122
126
126.1
129
120
142
144
150
161
162
163
164
165
166
160

180

190

ST. LOUISHOUSING COMMISSION
FINANCIAL DATA SCHEDULE

ASSETS
Current assets
Cash - unrestricted

Total cash

Receivables
Accounts receivable - HUD other projects
Accounts receivable - Tenants - Dwelling rent
Allowance for doubtful accounts - dwelling rent
Accrued interest receivable

Total receivables

Other current assets
Prepaid expenses and other assets
Interprogram receivable

Total current assets

Noncurrent assets
Land
Buildings
Furniture, equipment & machinery - dwellings
Furniture, equipment & machinery - administration
Leasehold improvements
Accumulated depreciation

Total capital assets, net of accumulated depreciation
Total noncurrent assets

Total assets

JUNE 30, 2005
Public Housing  Public Housing Housing
Low Rent Capital Fund  Choice Vouchers
Program Program Program Total
$ 272524 $ - $ 195464 $ 467,988
272,524 - 195,464 467,988
- 2,165 3,833 5,998
6,296 - - 6,296
(2,060) - - (2,060)
- - 18 18
4,236 2,165 3,851 10,252
11,607 - - 11,607
10,758 - - 10,758
299,125 2,165 199,315 500,605
40,831 - - 40,831
3,291,938 91,983 - 3,383,921
51,750 - - 51,750
93,850 14,344 18,947 127,141
786,592 10,573 - 797,165
(2,958,473) (2,006) (17,149) (2,977,628)
1,306,488 114,894 1,798 1,423,180
1,306,488 114,894 1,798 1,423,180
$ 1,605,613 $ 117,059 $ 201,113 $ 1,923,785
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Item No.
312
321
322
333
341
342
347

310

354

350

300

508.1

512.1

513

600

LIABILITIES

Current liabilities
Accounts payable
Accrued wages
Accrued compensated absences
Due to other governmental units
Tenant security deposits
Deferred revenue
Intergovernmental payable

Total current liabilities

Noncurrent liabilities
Accrued compensated absences

Tota noncurrent liabilities
Total liabilities
Equity/net assets
Invested in capital assets

Unrestricted

Total equity/net assets

Total liabilities and equity/net assets

ST.LOUISHOUSING COMMISSION

FINANCIAL DATA SCHEDULE (CONTINUED)

JUNE 30, 2005

Public Housing Public Housing Housing
Low Rent Capital Fund Choice Vouchers
Program Program Program Total
$ 14,942 $ - $ 336 $ 15,278
11,512 - - 11,512
10,982 - 4,453 15,435
3,609 - - 3,609
12,995 - - 12,995
1,116 - - 1,116
- 2,165 8,593 10,758
55,156 2,165 13,382 70,703
13,388 - 4,530 17,918
13,388 - 4,530 17,918
68,544 2,165 17,912 88,621
1,306,488 114,894 1,798 1,423,180
230,581 - 181,403 411,984
1,537,069 114,894 183,201 1,835,164
$ 1,605,613 $ 117,059 $ 201,113 $ 1,923,785
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FDS
Line
Item No.
703
704

705

706
706.1
711
714
715
716

700

911
912
914
915
916
924
931
932
933
938
941
942
943
945
961
962
963
964

968
970
971
973
974
900

1001
1002

1010
1000

1103

1104

ST. LOUISHOUSING COMMISSION
FINANCIAL DATA SECTION
For the Year Ended June 30, 2005

Net tenant rental revenue
Tenant revenue - other

Total tenant revenue

HUD PHA operating grants
Capital grants

Investment income

Fraud recovery

Other revenue

Gain/(loss) on sale of capital assets

Total revenue

Operating expenses
Administrative salaries
Auditing fees
Compensated absences
Employee benefit contributions - administrative
Other operating - administrative
Tenant services - other
Water
Electricity
Gas
Other utilities expense
Ordinary maintenance and operations - |abor
Ordinary maintenance and operations - materials and other
Ordinary maintenance and operations - contract costs
Employee benefit contributions - ordinary maintenance
Insurance premiums
Other general expenses
Paymentsin lieu of taxes
Bad debt - tenant rents

Total operating expenses
Excess operating revenues over operating expenses
Extraordinary maintenance
Housing assistance payments
Depreciation

Total expenses

Transfersin
Transfers out

Total other financing sources (uses)
Excess (deficiency) of operating revenue over expenses
Beginning of year equity

Prior period adjustments, equity transfers and
correction of errors

End of year equity

Public Housing Public Housing Housing
Low Rent Capital Fund  Choice Vouchers
Program Program Program Total
$ 146,501 $ - $ - 146,501
1,874 - - 1,874
148,375 - - 148,375
174,732 9,728 554,649 739,109
- 113,682 - 113,682
3,862 - 445 4,307
- - 539 539
2,600 - - 2,600
(224) - - (224)
329,345 123,410 555,633 1,008,388
45,972 - 34,996 80,968
3,692 - 1,788 5,480
2,869 - 1,172 4,041
22,477 - 15,912 38,389
14,911 - 17,342 32,253
511 - - 511
8,729 - - 8,729
17,658 - - 17,658
45,531 - - 45,531
3,360 - - 3,360
62,000 - - 62,000
21,300 - - 21,300
15,192 - - 15,192
24,925 - - 24,925
16,720 - - 16,720
- - 735 735
3,609 - - 3,609
1,726 - - 1,726
311,182 - 71,945 383,127
18,163 123,410 483,688 625,261
4,975 - - 4,975
- - 490,656 490,656
161,749 1,648 1,269 164,666
477,906 1,648 563,870 1,043,424
9,728 - - 9,728
- (9,728) - (9,728)
9,728 (9,728) - -
(138,833) 112,034 (8,237) (35,036)
1,568,788 109,974 199,737 1,878,499
107,114 (107,114) (8,299) (8,299)
$ 1,537,069 $ 114,894 $ 183,201 $ 1,835,164
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ST. LOUISHOUSING COMMISSION
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED JUNE 30, 2005

FEDERAL FEDERAL

CFDA AWARDS
FEDERAL GRANTOR PROGRAM TITLE NUMBER EXPENDED
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT
Public and Indian Housing 14850 $ 174,732
Section 8 Housing Choice Vouchers 14.871 554,649
Public Housing Capital Fund 14.872 123,410
TOTAL FEDERAL FINANCIAL ASSISTANCE $ 852,791

NOTE 1

BASIS OF PRESENTATION
The accompanying schedule of expenditures of federal awards includes the federal grant
activity of the St. Louis Housing Commission and is presented on the accrual basis of

accounting. The information in this schedule is presented in accordance with the requirements
of OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations.

Therefore, some amounts presented in this schedule may differ from amounts presented in,
or used in the preparation of, the financial statements.
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INDEPENDENT AUDITORS REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERSBASED ON AN AUDIT OF
FINANCIAL STATEMENTSPERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

August 19, 2005

Board of Directors
St. Louis Housing Commission
St. Louis, Michigan

We have audited the financial statements of the business-type activities and each major fund of St. Louis
Housing Commission as of and for the year ended June 30, 2005, and have issued our report thereon
dated August 19, 2005. We conducted our audit in accordance with auditing standards generally accepted
in the United States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered St. Louis Housing Commission’s internal control
over financial reporting in order to determine our auditing procedures for the purpose of expressing our
opinion on the financial statements and not to provide an opinion on the internal control over financial
reporting. Our consideration of the internal control over financial reporting would not necessarily
disclose al matters in the internal control that might be material weaknesses. A material weakness is a
reportable condition in which the design or operation of one or more of the internal control components
does not reduce to a relatively low level the risk that misstatements caused by error or fraud in amounts
that would be material in relation to the financial statements being audited may occur and not be detected
within a timely period by employees in the normal course of performing their assigned functions. We
noted no matters involving the internal control over financial reporting and its operation that we consider
to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether St. Louis Housing Commission’s financia
statements are free of material misstatement, we performed tests of its compliance with certain provisions
of laws, regulations, contracts and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financia statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit and, accordingly, we do not express
such an opinion. The results of our tests disclosed no instances of noncompliance or other matters that
are required to be reported under Government Auditing Standards.

This report is intended solely for the information and use of the board of directors, management, the St.
Louis City Council and the Department of Housing and Urban Development and is not intended to be and
should not be used by anyone other than these specified parties.

Kol frleo:
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,v.-) _25_

BAKER TILLY
INTERNATIONAL



. ] REHMANN ROBsSON

Certified Public Accountants

‘ A member of THE REHMANN GROUP

INDEPENDENT AUDITORS REPORT ON COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO EACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER
COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

August 19, 2005

Board of Directors
St. Louis Housing Commission
St. Louis, Michigan

Compliance
We have audited the compliance of St. Louis Housing Commission with the types of compliance

requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance
Supplement that are applicable to each of its major federal programs for the year ended June 30, 2005. St.
Louis Housing Commission’s major federal programs are identified in the summary of auditor’s results
section of the accompanying schedule of findings and questioned costs. Compliance with the
requirements of laws, regulations, contracts, and grants applicable to each of its magjor federal programsis
the responsibility of St. Louis Housing Commission’s management. Our responsibility is to express an
opinion on St. Louis Housing Commission’ s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States;, and OMB Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance
with the types of compliance requirements referred to above that could have a direct and material effect
on a major federal program occurred. An audit includes examining, on a test basis, evidence about St.
Louis Housing Commission’s compliance with those requirements and performing such other procedures
as we considered necessary in the circumstances. We believe that our audit provides a reasonable basis
for our opinion. Our audit does not provide a legal determination on St. Louis Housing Commission’s
compliance with those reguirements.

In our opinion, St. Louis Housing Commission complied, in all materia respects, with the requirements
referred to above that are applicable to each of its mgjor federal programs for the year ended June 30,
2005.

Internal Control Over Compliance

The management of St. Louis Housing Commission is responsible for establishing and maintaining
effective internal control over compliance with requirements of laws, regulations, contracts, and grants
applicable to federal programs. In planning and performing our audit, we considered St. Louis Housing
Commission’s internal control over compliance with requirements that could have a direct and material
effect on a mgjor federal program in order to determine our auditing procedures for the purpose of
expressing our opinion on compliance and to test and report on internal control over compliance in
accordance with OMB Circular A-133.

5800 Gratiot = Suite 201 = P.O. Box 2025 = Saginaw, M1 48605 = 989.799.9580 = Fax 989.799.0227 = www.rehmann.com
&v’) an independent member ol '26'
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Our consideration of the internal control over compliance would not necessarily disclose all mattersin the
internal control that might be material weaknesses. A material weakness is a reportable condition in
which the design or operation of one or more of the internal control components does not reduce to a
relatively low level the risk that noncompliance with applicable requirements of laws, regulations,
contracts and grants caused by error or fraud that would be material in relation to a major federal program
being audited may occur and not be detected within atimely period by employees in the normal course of
performing their assigned functions. We noted no matters involving the internal control over compliance
and its operation that we consider to be material weaknesses.

This report is intended solely for the information and use of the board of directors, management, the St.
Louis City Council and the Department of Housing and Urban Development and is not intended to be and
should not be used by anyone other than these specified parties.

Aol feleo:
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ST. LOUISHOUSING COMMISSION
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE YEAR ENDED JUNE 30, 2005

SECTION I - SUMMARY OF AUDITOR’'SRESULTS

Financial Statements

Type of auditor’s report issued: Unqualified
Internal controls over financial reporting:
Material weakness(es) identified? yes X no
Reportable condition(s) identified not
considered to be material weaknesses? yes X none reported

Noncompliance material to financial
statements noted? yes X no

Federal Awards

Internal Control over maor programs:

Material weakness(es) identified? yes X no
Reportable condition(s) identified not
considered to be material weaknesses? yes X none reported

Type of auditor’s report issued on compliance
for major programs: Unqualified

Any audit findings disclosed that are required to
be reported in accordance with Circular A-133,
Section 510(a)? yes X no

| dentification of M ajor Programs:

CEDA Number (s) Name of Federal Program or Cluster

14.871 Section 8 Housing Choice Vouchers
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ST. LOUISHOUSING COMMISSION
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE YEAR ENDED JUNE 30, 2005

Dollar threshold used to distinguish
between Type A and Type B programs: $300,000

Auditee qualified as low-risk auditee? X yes no

SECTION Il —=FINANCIAL STATEMENT FINDINGS

None.

SECTION Il —FEDERAL AWARD FINDINGS AND QUESTIONED COSTS
None.

PRIOR YEAR FINDINGS

None.
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